This paper has two main goals. The first is to highlight the links between the "new" economic theories, this is, the "new" trade theory, the "new" growth theory and the "new" economic geography. These are three apparently distinct strands of economics, yet they have a common motivation: the role of increasing returns and the consequent market structure (imperfect/monopolistic competition). The second goal is to present the "new" economic theories as case studies in what concerns the debate over modelling and its role in the progress of economics. Since these theories contribute fundamentally by applying new modelling techniques to old real world problems, they add something to economic knowledge to the extent that we accept formalisation as a source of progress in economics. 
Introduction
This paper has two main goals. The first is to highlight the links between the "new" economic theories, this is, the "new" trade theory, the "new" growth theory and the "new" economic geography.
These are three apparently distinct strands of economics, yet they have a common motivation: the role of increasing returns and the consequent market structure (imperfect/monopolistic competition 1 ). The second goal is to present the "new" economic theories as case studies in what concerns the debate over modelling and its role in the progress of economics. Since these theories contribute fundamentally by applying new modelling techniques to old real world problems, they add something to economic knowledge to the extent that we accept formalisation as a source of progress in economics.
Ron Martin (1999) Helpman and Krugman (1985) .
Since the tools that were required to study the real world had not yet been developed, the traditional theory in its modelled version failed to explain fully the causes of trade. After a peak in the 1960s, it reached a dead end. It was only after Spence (1976) and Dixit and Stiglitz (1977) introduced manageable models of monopolistic competition that in the 1980s Krugman (1979 Krugman ( , 1980 Krugman ( , 1981 12 , Ethier (1982), Helpman and Krugman (1985) 13 proceeded to build up a "new" theory of international trade. Accordingly, the main goal of the founders of the new trade theory was to explain trade patterns in the presence of increasing returns and imperfect competition, thereby finding a theoretical justification for the increasingly observed intra-industry trade. Krugman (1980) argued that firms tend to agglomerate in order to benefit from scale economies and simultaneously would locate close to the market so that transport costs were minimised. According to this home market effect, exporting countries would be the ones possessing large home markets. In fact, a synthesis of the old and the new views of trade was achieved. 15 Consider two sectors, a Chamberlinian one that expands through increase in the number of firms (greater product variety) and the size of each firm (greater scale economies), and another operating under constant returns to scale and perfect competition. There is both inter-industry trade (homogeneous good traded against the differentiated good) still governed by the factor endowment differences and intraindustry trade (different countries produce different varieties and trade them).
Another important innovation was the introduction of transport costs in theoretical models. The traditional theory considered them to be either zero or prohibitive. On the contrary, the "new" theory considers these costs explicitly, under the form suggested by Samuelson (1954) : iceberg costs (a part of the product "melts" during transportation). This way of modelling is extremely useful since it avoids the incorporation of an additional transport sector into the model. In addition, it integrated perfectly within the models of monopolistic competition.
The study of other market structures, such as oligopoly associated with Cournot competition (Brander 1980, Krugman and Brander 1983) , followed naturally that of monopolistic competition. Here trade still occurs despite the absence of comparative advantage. In addition, there is intra-industry trade with gains for both countries. The results were later re-examined in other settings (Venables 1990, BenZvi and Helpman 1992) . Another extension concerned trade policy under imperfectly competitive markets (Flam and Helpman 1987 , Venables 1990 , Brander and Spencer (1985 over export subsidies; see survey in Dixit 1987). Krugman (1984) developed this ideas showing that, with oligopoly, import protection may act as export promotion.
15 With respect to these, Krugman (1999) considers that there are five big ideas in international trade theory: comparative advantage, determination of the terms of trade by reciprocal demand, the interaction between factor abundance and factor intensity, the interaction between domestic distortions and trade policy and arbitrary specialisation driven by increasing returns. In Development, Geography and Economic Theory, Krugman identifies the "five lost traditions" of economic geography: Germanic location theory, social physics (gravity and potential models), cumulative causation, land use and land rent models, and local external economies.
The new versions would then add to, rather than eliminate, the old ones. Fujita and Thisse (1996) consider three types of economic geography models according to the motivation for agglomeration: externalities, increasing returns or spatial competition. As an example of the first type of models we can point out Henderson (1974) , based on the definition of technological externalities (Scitovsky, 1954) . However, this approach tells us nothing about the way agglomeration forces relate to microeconomic conditions. The second group forms what could be called economic geography models strictu sensu and is further divided into urban models (Fujita 1988) , and models that demonstrate the possibility of regional divergence (Krugman 1991b , Fujita and Krugman 1995 , Venables 1996 . In his 1998a paper, Krugman provides a somewhat different classification of increasing returns models: bridge-building between "new" economic geography and traditional location theory (Fujita and Firstly, let us consider demand linkages induced by labour migration. Krugman and Venables (1990) attempted to study the impact of the European integration process in the context of a two-region centre/periphery model. Each region initially had an industrial and an agricultural sector respectively producing a tradable differentiated good subject to increasing returns and a non-tradable homogeneous good subject to constant returns. The main conclusion of this work is the non-monotonicity of the relationship between agglomeration and integration under the form of a U-shaped curve: the industrial sector concentrates in the centre only for intermediate transport costs, viewed as trade barriers. In fact, at very high transport costs, there cannot be agglomeration: the world consists of self-sufficient peasants. At very low transport and communication costs, there is little incentive for agglomeration: necessary inputs can be delivered to wherever the factor costs are lowest.
Krugman (1991b) presents a centre/periphery model based on scale economies, as concentration forces, and on transport costs, as determinants of location near the larger markets. There is no inter-sector mobility of labour (the only production factor in the model). While farmers are totally immobile, industrial labour shows inter-regional mobility. The reason why any firm eventually decides to move to another region is totally unexplained. However, once that happens, workers migrate along, increasing demand in the recipient region. Other firms and workers follow. As Krugman (2002) (Venables 1996) . These models, besides a higher adequacy to international rather than regional contexts, introduce the important linkages established among several different industries. In other words, it is recognised the heterogeneity of the industrial sector. Since industry is not homogeneous, it is even possible that different industries locate in different regions according to comparative advantages, this is labour intensive industries locate in labour abundant regions and similarly for capital.
Thirdly, there is an agglomeration mechanism that works through endogenous growth and intertemporal linkages. This agglomeration mechanism arises from the merger of the new economic geography (Krugman 1991b , Venables 1996 with endogenous growth (Romer 1990, Grossman and Helpman 1991) . Through growth linkages, growth and agglomeration are mutually reinforcing. In Martin and Ottaviano (1996) an R&D sector is introduced which uses the composite differentiated good as an input to produce new varieties of itself. This sector is then the engine of growth with industry locating also in the urban systems version of the new economic geography. 22 Suppose two cities equidistant from international markets, one of which concentrates all production due to agglomeration benefits. Krugman (1996b) argued that the opening to international trade might change urban concentration by creating two cities of equal size focused on international exports.
The previous section discussed the (relative) importance Ohlin (1933) 
The "New" Theories' Modelling Approach
The preceding sections attempted to highlight the main features of the "new" economic theories -the new growth theory, the new trade theory and the new economic geography. Through the analysis of those features it becomes clear that there are indeed links between them. They share the increasing returns and imperfect competition, as well as the multiple equilibria that allows for government intervention. It is also argued that they all arose after a period of neglect or stagnation in their respective older versions. This was due to the failure to incorporate such more realistic concepts into the formal analysis that became the trademark of the mainstream. In the Ohlin lectures which formed the book "Development, Geography and Economic Theory", Krugman (1995a) defended that "a growing emphasis on formal modelling led economists to "forget" insights about the role of increasing returns in industrialization and economic location, only to rediscover those insights when modelling techniques became sufficiently advanced". In fact, the "new" theories largely owe their existence to the use of formal mathematical models often with Dixit-Stiglitz, or alternatively quadratic utility, as a specific functional form. This section uses that feature as a case study of a broader debate -that of formalism in economics.
The following discussion concerns the "new" economic geography, but what will be said about it can be applied both to the "new" growth and to the "new" trade theories. The former was chosen as a case study for three main reasons. First, in order to shorten the paper. Second, because it has been the most attacked of the three, thereby giving rise to a debate that opposed mainly economists and geographers.
23
Finally, Krugman was to a great extent responsible for the expansion of new trade and new economic geography, so that to talk about his methodology is to a great extent to talk about both trade and geography, and even growth.
Martin (1999) argues that the new economic geography presents two main drawbacks: it is not new and it is not geography. Krugman (1995a) claims that the developments in mathematical economics allowed economists to "integrate spatial issues into economics through clever models ... that make sense of the insights of the geographers in a way that meets the standards of the economists". Martin replies that geographers deliberately abandoned mathematical models. Further, the new economic geography simply dressed old ideas in a formalised suit. In fact, the argument that the "new" economic geography is not new simply because its ideas are not new is also valid for growth and trade, with a qualification: new growth models were generally accepted as new, while geographers contended that Krugman's new economic geography models brought no novelty. Being based on the role of increasing returns, these "new" theories emphasise and formalise an old idea. As it was shown, the concept was present in Ohlin, but also in Smith, Marshall, Young, Kaldor.
Martin and Sunley (1996) point out the differences between Krugman's geographical economics and economic geography: (1) The latter is carried out by geographers; (2) Krugman uses formal models, while geographers have abandoned models and are more concerned with "reality", this is, the political, economic, institutional and social bases of regional development and industrial agglomeration; (3) The former emphasises continuity in the forces responsible for agglomeration, while the latter focus on historical patterns of restructuring. 
Concluding Remarks
From the three "new" economic theories, which constituted the subject of this paper, the most controversial one is certainly the "new economic geography". Its first controversial element is the name itself, as was discussed above. Nevertheless, Krugman (1995b) In short, check intuition mathematically, but spread it in words. However, Krugman diverges from
Marshall by distinguishing between outsiders -English should be used when conveying them economic concepts -and insiders to the economics profession, whether scholars or students, to who should be 
